ABSTRACT: This paper updates one we published in 2003, describing the implications of continued health care spending growth for the consumption of nonhealth goods and services. Our estimates now show that at approximately long-run average rates of excess health spending growth, 119 percent of the real increase in per capita income would be devoted to health spending over the 2007-2083 projection period. We argue that an alternative scenario, under which health spending grew just one percentage point faster than real per capita income, is "affordable," although 53.6 percent of real income growth over the period would go to health care. Moreover, even with the more favorable assumption, the nation would still face important challenges paying for care and dividing up the burden. This analysis thus supports the argument that reforms that would dramatically slow the rate of health care spending growth are necessary, especially if the nation hopes to maintain a reasonable amount of consumption of nonhealth goods and services. [Health Aff (Millwood I n 2 0 0 3 w e pu b li s h e d a paper in Health Affairs 1 describing the implications of continued health care spending growth for consumption of nonhealth goods and services. Our projections used two different spending-growth scenarios. The first assumed a one-percentage-point gap between real per capita national health care spending growth and real per capita growth in gross domestic product (GDP). The second assumed that gap was two percentage points.
I n 2 0 0 3 w e pu b li s h e d a paper in Health Affairs 1 describing the implications of continued health care spending growth for consumption of nonhealth goods and services. Our projections used two different spending-growth scenarios. The first assumed a one-percentage-point gap between real per capita national health care spending growth and real per capita growth in gross domestic product (GDP). The second assumed that gap was two percentage points.
n Updating the analysis. In this paper we update our previous analysis, using 2007 per capita national health expenditures ($7,421) and GDP ($45,722) as a base. [2] [3] [4] [5] Between 1999, when our data ended in the previous paper, and 2007, the last year for which we currently have data, real per capita health care spending grew an average of 2.2 percentage points faster than GDP per year. As a result, between 1999 and 2007, health care consumed 35.7 percent of the real increase in per capita income, and the share of GDP devoted to health care rose from 13.7 percent to 16.2 percent. Offsetting these more negative base values is an increase in the assumed rate of real per capita GDP growth.
We focus on the projected impact of different rates of health care spending growth on nonhealth spending and the share of income growth devoted to health care, with base values updated to 2007 and dates revised to reflect 2007 to 2083 (Exhibit 1).
Consistent with results published in our 2003 paper, under the one-percentage-point gap assumption, spending on non-health care goods will continue to increase through 2083, although at an increasingly smaller rate. The percentage of per capita income growth devoted to health care is projected to be roughly 54 percent in this seventy-five-year period (compared to the figure of 54.8 percent from 1999 to 2075 that we reported earlier). 1 We now predict that 40.1 percent of income growth will be devoted to health care between 2010 and 2050, as opposed to 45.5 percent in our earlier work. 1 These somewhat less dire estimates reflect faster assumed income growth.
Under the two-percentage-point gap assumption, non-health care spending growth will continue to increase through 2050. The preceding figures reflect the updated, more rapid assumption about real per capita GDP growth. Our previous qualitative conclusions-that a two-percentage-point gap between real per capita health care spending and GDP growth will cause substantial reductions in consumption of nonhealth goods and services-are robust to our updating. To allow comparability with earlier work and to explore the impact of the increase in the CMS's GDP assumptions, we replicated our earlier analysis (Exhibit 1, right-hand panels) inflating real per capita GDP by 1.2 percent. 6 As expected, these changes make the projected impact of health care spending more dire than we reported earlier, with 47.1 percent of income growth going to health care over 2010-2050 (versus 45.5 percent) and 61.9 percent over the next seventy-five years under the one-percentage-point gap (versus 54.8 percent reported for 1999-2075). 1 n Limitations. This work shares several limitations with our past work. Specifically, following convention of the current-law forecasts of Centers for Medicare and Medicaid Services (CMS) actuaries, we assumed that GDP growth is exogenous (that is, related to outside factors). This is surely not the case. Health cost growth of the magnitude suggested will likely affect GDP growth. The magnitude of that impact will depend on how spending is financed. In addition, as in our earlier work, we did not capture distributional effects. The impact of health spending growth will likely be more onerous on economically disadvantaged individuals and families who do not qualify for public subsidies. Moreover, the impact of rising health care spending (particularly Medicaid) on state budgets may have serious consequences. States with balanced budget rules or difficulty raising taxes have had to enact severe cuts in education, social services, and other areas. The items crowded out may be worth more than the typical dollar of health spending. As health spending increases, the potential for crowding out other important public services rises. These distributional and financing issues may eclipse the aggregate concern about health spending as an increasing share of the population cannot afford access to coverage or care and public payers are increasingly strained. Finally, our estimates are not intended to be forecasts. Instead, they are meant to illustrate the burden that health care spending will have on the economy if spending growth continues to exceed GDP growth. If care provides sufficient value, we may opt to collectively shoulder that burden, but the distributional and financing issues will be daunting.
Most importantly, our analysis highlights the imperative to reduce the well-documented inefficiencies in the current system, not only to improve the health care system, but also to support overall economic well-being.
